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Clarifying GASB Statement No. 34–A New Audit and Accounting Guide

strong>Clarifying GASB Statement No. 34–A New
Audit and Accounting Guide

State and local governments faced a major change in the way they performed
financial reporting when, on June 30, 1999, the Governmental Accounting Standards
Board issued GASB Statement No. 34, Basic Financial Statements–and
Management’s Discussion and Analysis–for State and Local Governments. GASB 34
established new requirements for U.S. state and local governments that prepare their
financial reports according to generally accepted accounting principles. The new
rules substantially changed the appearance and content of government financial
statements.
To help practitioners address the new accounting requirements and several related
auditing issues, the AICPA developed a new Audit and Accounting Guide, Audits of
State and Local Governments (GASB 34 Edition). The GASB 34 guide addresses the
audits of basic financial statements and consideration of required supplementary
information (RSI) and other supplementary information (SI) prepared in conformity
with the new governmental financial reporting model required by GASB 34 and
related pronouncements. The new guide revises the AICPA’s 1994 Audit and
Accounting Guide Audits of State and Local Governmental Units (non-GASB 34).
The non-GASB 34 guide was updated annually for conforming changes and will
remain effective for audits of state and local governments for which the auditor is not
required to apply or has not elected to early-apply the new guide’s provisions in
accordance with effective date provisions.

New Guide’s Effective Date
The GASB 34 guide is effective for audits of a state or local government’s financial
statements for the first fiscal period ending after June 15, 2003, in which the
government applies or is required to apply GASB Statements No. 34 or No. 35. The
new guide discusses various issues relating to the transition to the provisions of
GASB 34.
The guide is the result of the efforts of an AICPA task force established in mid-1999.
According to Venita Wood, CPA, CGFM, project manager for the task force, "The
revision was warranted by the major change in financial statements the governments
would be preparing." For many years, governments have used a financial reporting
model different from the private sector. Accountable for their use of resources,
governments used accounting and financial reporting to demonstrate compliance with
finance-related legal and contractual restrictions. Accordingly, they used separate
funds to segregate financial resources subject to special regulations or restrictions.
From the auditor’s perspective, however, this approach doesn’t foster transparency.
According to Robert Stout, finance director of the city of Modesto, Calif., "The
segregation of assets into different funds, while useful for demonstrating compliance,
makes it difficult to assess the financial position of the government as a whole." The
new financial reporting model facilitates this assessment.

Materiality Determinations
The most significant issue addressed in the new GASB 34 guide is materiality
determinations for purposes of planning, performing, and evaluating the results of
and reporting on the audit of financial statements. As Wood describes it, the
governmental financial reporting model puts out financial statements that present
information in columns for different types of activities known as funds and account
groups. The non-GASB 34 guide directs the auditor to plan to perform the audit
assessing materiality for each of those columns. However, over the years since the
non-GASB 34 guide was issued, there have been differing interpretations on the
auditor’s responsibilities for evaluating the results of and reporting on the audit.
Furthermore, the non-GASB 34 guide uses illustrative auditor’s reports that make it
appear that this evaluation and reporting is for the financial statements taken as a
whole. "That troubled the task force," Wood said, "because there seemed to be a
disconnect between how one performed the work and how one reported on what was
done. That also troubled the Audit Issues Task Force of the Auditing Standards
Board, who directed the task force to make sure that all the way down the line–
planning, performing, evaluating and reporting–materiality determinations were
consistent."

Opinion Units
Even though the financial statements are now significantly different, GASB wanted
to maintain a columnar focus for the audit approach. "In order to get consistency in
planning, performing, evaluating and reporting results," Wood said, "we had to
change the reports significantly so that they no longer report an opinion for the
financial statement taken as a whole, but rather separate opinions for each of the
important columnar presentations–the opinion units." The term opinion units is a new
concept originating in the new GASB 34 guide.
"The task force thought that the term opinion units would work a little better than
materiality units because it focuses the auditor on the goal, which is to give an
opinion on each of these columnar presentations, some of which are distinct in the
financial statements and some of which are aggregations of different distinct
presentations," Wood said.
The GASB 34 guide directs auditors to make separate materiality determinations for
purposes of planning, performing, and evaluating the results of and reporting on the
audit of a government’s basic financial statements for each opinion unit. In general,
the opinion units in a government’s basic financial statements are:
•
•
•
•

Governmental activities.
Business-type activities.
Aggregate discretely presented component units.
Each major governmental and enterprise fund.

•

Aggregate remaining fund information, including:

– Nonmajor governmental and enterprise funds.
– Internal service funds.
– Fiduciary funds.
The auditor should determine opinion units for special purpose governments’ basic
financial statements in the same manner as for general purpose governments.

The Auditor’s Report
The GASB 34 guide discusses the auditor’s report on governmental financial
statements in various situations. The guide contains a draft standard report on a
typical government’s basic financial statements, which shows unqualified opinions
on a single year’s basic financial statements that contain more than one opinion unit,
along with reporting on RSI and SI. Said Wood, "Ultimately the approach the task
force chose isn’t different from the way auditors plan and perform their audits now.
What they added was clear direction on how you go about evaluating the effect of
findings in the audit and then how you report on it."
The guide discusses departures from the standard report and special situations, such
as the part of the audit performed by another auditor and prior-period financial
information.
The guide also contains other discussions and illustrative auditors’ reports on basic
financial statements. It discusses how GASB Statement No. 34 affects financial
statements prepared in conformity with a comprehensive basis of accounting other
than GAAP (OCBOA), and it discusses auditor associations with municipal securities
filings.
Cleared by the AICPA’s Accounting Standards Executive Committee and the
Auditing Standards Board as well as by the GASB, the new guide provides guidance
that will help meet GASB 34’s goal of making governmental financial reports easier
to understand. The guide will help auditors of these reports provide more useful
assurance to those who use financial information to make decisions.

btaining the GASB 34 Audit and Accounting Guide

The electronic version of the new Audit and Accounting Guide, Audits of State and
Local Governments (GASB 34 Edition), is available on the CPA2Biz Web site. The
print version (product no. 012662CPA10) is also available. To order either the
electronic or print version, call the AICPA/CPA2Biz Customer Service Center, fax
your order or visit the CPA2Biz Web site (the online edition of this guide is only
available with a paid subscription to AICPA’s reSOURCE Online):
www.cpa2biz.com
888/777—7077
800/362—5066
GASB Statements No. 34 and No. 35

Governmental Accounting Standards Board (GASB) Statement No. 35, Basic
Financial Statements–and Management’s Discussion and Analysis–for Public
Colleges and Universities, amends GASB Statement No. 34, Basic Financial
Statements–and Management’s Discussion and Analysis–for State and Local
Governments, to include public colleges and universities within its scope.

Proposed New Threshold for Circular A-133 Audits

The Office of Management and Budget has proposed a revision to OMB Circular A133, "Audits of States, Local Governments, and Non-Profit Organizations," that
could affect many smaller government and not-for-profit clients. The proposal would:
•
•
•

Increase the threshold for audit from $300,000 to $500,000.
Raise the threshold for cognizant agency for audit from $25 million to $50
million.
Make related technical changes to facilitate the determination of cognizant
agency for audit and provide for federal agency reassignment of oversight
agency for audit.

According to the OMB, an audit threshold increase, as proposed from $300,000 to
$500,000, would relieve almost 6,000 entities from the audit requirements of Circular
A-133 while retaining audit coverage for 99.5% of federal awards currently audited
(in dollars).
All comments on this proposal should be made in writing, and must be received by
Oct. 11. It is planned that the proposed revisions will apply to audits of fiscal years
ending after Dec. 31, 2003. Earlier implementation will not be permitted.
Due to potential delays in OMB’s receipt and processing of mail sent through the
U.S. Postal Service, the agency encourages respondents to submit comments
electronically to ensure timely receipt. OMB said that it cannot guarantee that
comments mailed will be received before the comment closing date.
Electronic mail comments may be submitted to:
tramsey@omb.eop.gov
Respondents are asked to include "A-133 Comments" in the subject line and the full
body of their comments in the text of the electronic message and as an attachment.
Respondents should include their name, title, organization, postal address, telephone
number and e-mail address in the text of the message. Comments may also be
submitted via fax at:
202/395—4915
Comments may be mailed to Terrill W. Ramsey, Office of Federal Financial
Management, Office of Management and Budget, Room 6025, New Executive Office
Building, Washington, D.C. 20503.

The Gramm-Leach-Bliley Act: Client Privacy Notification Required

The Federal Trade Commission has declined to grant an exemption for CPAs and
other professionals from the Gramm-Leach-Bliley Act privacy policy disclosure
rules; therefore, CPAs must continue to comply with its requirements.
Practically speaking, AICPA members will need to do little beyond the procedures
they already follow to protect client confidentiality. However, beginning this year
(2002), the act requires annual disclosure of your privacy protection policies to all

non-business, individual clients to whom you provide financial products or services,
including tax returns, tax advice and financial planning. The required notice can be
included with a client bill, a tax organizer or other client communication, such as a
client newsletter, as long as the notice is "prominent." For new clients, CPAs must
provide the privacy disclosure notice no later than the acceptance of the client
relationship, generally in the engagement letter.
The Institute had hoped the FTC would exempt CPAs, since the profession’s Code of
Professional Conduct has stricter requirements and stronger sanctions to protect
client confidentiality than does the act. However, the FTC determined it lacked the
authority to do so, given the act’s broad consumer-protection language. Although the
AICPA intends to seek a legislative exemption for CPAs, members should plan on
sending the disclosure notice to clients during calendar 2002.
A model privacy policy notification statement for CPA practitioners, answers to
frequently asked questions and additional information on the Gramm-Leach-Bliley
provisions are available without charge at:
www.cpa2biz.com/tax
or
ftp.aicpa.org/public/download/news/ftc.doc
ElderCare Practice Aid Available

The new 2002 edition of the AICPA publication CPA ElderCare: A Practitioner’s
Resource Guide is now available. The volume contains 13 chapters of information on
a wide variety of ElderCare topics. The guide is updated each year, and includes
basic information, updated legislation and new pertinent topic areas.
More specifically, this guide helps practitioners build and maintain their ElderCare
practices. Two PowerPoint presentations are included to help the practitioner develop
personalized firm marketing presentations. The guidance on quality control,
professional standards and reporting, long-term care insurance and client
communications has been central in helping our readers address complex practice
issues.
•

The 2002 edition expands the guide through an increased scope of topics that
includes:

•

•
•
•

A new ElderCare topic checklist, intended to be all-inclusive, aids the
practitioner in analyzing potential service expansion in the areas of
consulting, direct and/or assurance services.
A new section on risk management and professional liability exposure
contains ElderCare risk case scenarios and liability guidance.
Up-to-date information on Medicare, Social Security and the Gramm-LeachBliley Act is included for reference.
The medical section on dementia, disability and elder abuse has been
expanded.

The Practitioner’s Resource Guide (No. 006641CPA10) can be ordered through the
AICPA Member Satisfaction Center:
888/777—7077
memsat@aicpa.org
CPE Courses

strong>CPE Courses
The following state-society sponsored seminars highlight some of the AICPA’s top
CPE offerings. Sign up by contacting your participating state society, and ask for
your $30 AICPA member discount.
Payroll Taxes and 1099’s: Everything You Need to Know (PTEK) provides practical
pointers for managing the payroll tax and reporting function.
AICPA’s Guide to Reporting and Disclosure Problems for Small Businesses (RDPS)
shows participants how to distinguish among error corrections, accounting changes
and changes in estimates. You will also gain skills to evaluate related-party
transactions, deal with going concern issues and prepare proper and professional
disclosures.
Yellow Book: Government Auditing Standards (EO-YB) offers complete coverage of
the new independence standard and an omnibus proposed standard to revise the entire
Yellow Book. In July 2002, the GAO issued a Q&A to provide additional
implementation guidance, extension of the effective date, addition of the grandfather
clauses and more planned changes. Select this program for the latest in government
auditing standards.

GASB No. 34 Auditing: The Home of the Brave (EO-GHB) explains how the
AICPA’s recently issued GASB No. 34 Audit Guide affects the audit process and
how you can best manage the changes that GASB No. 34 has brought about for
governmental entities.
Advanced Update for Compilation and Review Engagements (RPCR) covers crucial
standards governing compilation and review engagements and reporting problems
encountered when working with small business clients’ financial statements.
For dates and locations of the above CPE courses:
www.aicpa.org/promotions/cpefavorites.htm
888/777—7077

The Personal Financial Planning Competency Model

strong>The Personal Financial Planning Competency
Model
The release date for the Personal Financial Planning Competency Model and the
AICPA Competency Self-Assessment Tool (CAT) is scheduled for Oct. through
CPA2Biz. The CAT will enable CPAs who perform personal financial planning
services to find out where they are in terms of knowledge and skills they currently
have to perform their jobs and to see what knowledge and skills they need to acquire
to position themselves for future success.
For more information on the AICPA Competency Self-Assessment Tool, contact
Kayla Briggs at:
212/596—6125
comptool@aicpa.org

American Workers: Employers Lose 20% of Every Dollar to Workplace Fraud

According to a study sponsored by Ernst & Young LLP, one in five American
workers is personally aware of fraud in the workplace and 80% would be willing to
turn in a colleague thought to be committing a fraudulent act; however, only 43%
actually have.
The study, conducted by the research firm Ipsos Reid, surveyed 617 American
workers by telephone between June 3 and 6.
"It may be too often overlooked, but unfortunately workplace fraud happens
everyday and the impact of that can be a major drain on the bottom line of corporate
America–it’s a very real problem," said Stephen Seliskar, a leader in Ernst &
Young’s Fraud, Forensic & Investigation Services group, a division of the firm’s
Litigation Advisory Services practice.
According to the survey, American workers estimate that employers lose a staggering
20% of every dollar earned to some type of workplace fraud. Not surprisingly, when
asked which specific fraudulent acts employees were aware of in their workplace
37% reported "theft of office items." "Claiming extra hours worked" (16%),
"inflating expense accounts" (7%) and "taking kickbacks from suppliers" (6%) are
some of the highest types of fraud witnessed.
The survey found that women (84%) were more likely than men (76%) to report
fraudulent activities. What’s more, older employees were significantly more likely to
be willing to report a fraudulent act than younger employees, by a measure of 87% to
75%, respectively.
Interestingly, when asked to define the type of individual more likely to be involved
in fraudulent activities the majority of respondents described an employee who had
been with an organization for more than three years, held a junior level position, and
was male and younger than 35.
"One in 10 workers Ernst & Young surveyed reported they felt workplace fraud was
increasing in their own workplaces," said Seliskar. "A further 57% felt that things
were about the same over the past several years. That’s bad news for management
and indicates that an age-old problem in the workplace is not going away and it is not
getting better either."
With 80% of employees surveyed willing to report a problem, making an anonymous
phone call (30%) ranked highest as the best means to report fraud to management. An
additional 27% would be comfortable reporting workplace fraud by calling a
confidential hotline managed by an outside third party. Other options included

sending an anonymous letter (20%) and using a company Web site anonymously
(16%). Notably, 39% said they would be less likely to report fraud if they needed to
identify themselves.
Almost half of those surveyed (44%) felt that their employer could do more to reduce
fraud in the workplace. According to the respondents, effective actions management
can take include: "tougher sanctions when employees are caught in a fraudulent act"
(59%), "better role models and leadership from managers and supervisors" (58%),
"better communication to employees about what is and is not allowed" (56%), "better
investigation of suspected problems" (56%), and "improved screening of new
employees" (54%).

